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1. RE ART 24(4): ALL RECENT UNITED STATES TREATIES 
CONTAIN A NON-DISCRIMINATION CLAUSE COVERING TAXES OF 
EVERY KIND IMPOSED AT ALL LEVELS OF GOVERNMENT. IN THE 
CASE OF THE INDONESIAN TREATY WE HAVE ALREADY AGREED TO 
LIMIT COVERAGE TO TAXES IMPOSED AT THE NATIONAL LEVEL. 

THE OECD MODEL CONVENTION CONTAINS SIMILAR LANGUAGE AND 
WE BELIEVE THAT NON-DISCRIMINATION IN TAX MATTERS IS ONE 
OF THE DESIRABLE FEATURES OF A TREATY NEGOTIATED ON A BI- 
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LATERAL BASIS. THIS PERMITS A COUNTRY TO DISCRIMINATE ON 
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TAXES BUT NOT WITH ITS TREATY PARTNERS. WE RECOGNIZE, HOW- 
EVER. THE POLITIACAL AND ECONOMIC PROBLEMS THAT CONCERN A 
DEVELOPING COUNTRY. WE WOULD LIKE TO REACH ACCOMMODATION 
WITH INDONESIA ON THIS QUESTION. WE WOULD PREFER LEAVING 
THE EXISTING LANGUAGE AND ADDING AN EXEMPTION FOR THE 
SPECIFIC EMPLOYMENT TAX FROM THE NON DISCRININATION 
ARTICLE AND REQUEST THAT YOU EXPLORE THIS POSSIBILITY. 

IF THIS IS NOT ACCEPTABLE, WE SUGGEST MODIFYING ARTICLE 24 
BY ADDING A NEW PARAGRAPH (5) PROVIDING THAT "IN THE CASE 
OF TAXES OTHER THAN THOSE COVERED BY THIS CONVENTION. 

PARAGRAPH (4) SHALL ENTER INTO FORCE FIVE YEARS FROM THE 
DATE ON WHICH THIS CONVENTION ENTERS INTO FORCE PURSUANT 
TO ARTICLE 30 (ENTRY INTO FORCE)." THIS APPROACH PERMITS 
THEM TO DEAL WITH PRESENT PROBLEMS AND TO ADOPT PROGRAMS 
IN THE FUTURE CONSISTENT WITH NORMAL BILATERAL ARRANGE- 
MENTS AMONG TREATY PARTNERS. 

2. RE ART. 7(7): PARA. (7) STATES RULE THAT SOURCE OF 
INCOME FROM SALE OF TANGIBLE PERSONAL PROPERTY IS PLACE 
WHERE SALE TAKES PLACE RATHER THAN, AS IN CASE OF REAL 
PROPERTY (ART. 7(4)), PLACE WHERE PROPERTY IS SITUATED. 

LOCATION OF REAL PROPERTY IS FIXED AND THEREFORE EASILY 
DETERMINABLE. PERSONAL PROPERTY MAY BE MOVED AND, THERE- 
FORE, OBJECTIVE TEST IS NEEDED TO DETERMINE SOURCE OF 
INCOME FROM ITS SALE. "PLACE OF SALE" NOT DEFINED IN 
TREATY, AND, THEREFORE. UNDER ART. 3, IS DEFINED ACCORDING 
TO LAWS OF CONTRACTING STATE WHOSE TAX IS BEING DETERMINED 
OR, IF NECESSARY, BY COMPETENT AUTHORITY AGREEMENT. US 
DEFINES PLACE OF SALE AS PLACE WHERE TITLE TO PROPERTY 
PASSES. FOR EXAMPLE, IN SALE OF MERCHANDISE FROM US FIRM 

TO INDONESIAN FIRM, IF TITLE PASSED IN US, WITH INDONESIAN 
IMPORTER TAKING RESPONSIBILITY FOR FREIGHT, INSUREANCE, 

ETC., AND RUNS RISK OF LOSS, INCOME IS US SOURCE. IF 
TITLE PASSES IN INDONESIA, INCOME ARISING FROM TRANS- 
ACTION WOULD BE INDONESIAN SOURCE. 

3. RE ART. 30: FINAL PHRASE OF ART. 30, FOLLOWING PAREN- 
THETICAL EXPRESSION, COULD BE MODIFIED TO READ: "ON OR 
AFTER JANUARY 1 OF THE YEAR IN WHICH THIS CONVENTION ENTERS 
INTO FORCE". 
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4. RE LEGISTLATIVE PROPOSALS: ON APRIL 10, 1973 ADMINISTRA- 
TION PROPOSED THREE CHANGES IN TAX TREATMENT OF FOREIGN SOURCE 
INCOME. NO ACTION HAS BEEN TAKEN, AND IT IS UNLIKELY THAT 
THEY WILL BE ADOPTED WITHOUT SUBSTANTIAL MODIFICATION BY 
CONGRESS: 

A) UNITED STATES SHAREHOLDERS WOULD BE TAXED ON FUTURE 
UNDISTRIBUTED EARNINGS OF A CONTROLLED FOREIGN CORPORATION 
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ENGAGED IN MANUFACTURING OR PROCESSING ACTIVITIES WHERE THE 
CORPARATION MAKES NEW OR ADDITIONAL INVESTMENT AND IS ALLOWED 
A FOREIGN "TAX HOLIDAY" OR SIMILAR TAX INCENTIVES WITH 
RESPECT TO SUCH INVESTMENT. 

B) UNITED STATES SHAREHOLDERS WOULD BE TAXED ON THE 

FUTURE UNDISTRIBUTED EARNINGS OF A CONTROLLED FOREIGN CORPORA- 
TION WHERE THE CORPORATION MAKES NEW OR ADDITIONAL FOREIGN 
INVESTMENT IN THE MANUFACTURING OR PEROCESSING OF PRODUCTS 
EXPORTED TO THE UNITED STATES MARKET. IF THEINCOME FROM 
SUCH INVESTMENT IS SUBJECT TO FOREIGN CORPORATE TAX SIGNI- 
FICANTLY LOWER THAN IN THE UNITED STATES. 

C) WHERE A UNITED STATES TAXPAYER HAS DEDUCTED 
FOREIGN LOSSES AGAINST UNITED STATES INCOME, SUCH LOSSES 
WOULD BE TAKEN INTO ACCOUNT TO REDUCE THE AMOUNT OF 
FOREIGN TAX CREDIT CLAIMED BY SUCH TAXPAYER ON FOREIGN 
EARNINGS IN LATER YEARS. 

D) TAX TREATIES WOULD BE USED TO EXEMPT INCENTIVES, 

FROM THE PRECEDING RULES ON A BILATERAL XNEGOTIATED BASIS. 

ANY SUCH WTREATY RECOGNITION OF FOREIGN TAX INCENTIVES 
WOULD BE CONTINGENT UPON THE EXISTENCE OF SATISFACTORY 
BILATERAL TAX. TRADE AND ECONOMIC RELATIONS WITH THE 
FOREIGN COUNTRY WHICH WOULD WARRANT THE EXTENTION OF AN 
INCENTIVE TO US INVESTORS. 
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